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Part I 
86-1.20 expensiveSection Less alternatives. Reimbursement for 

thecos tofprovid ingserv ices  may bethele s se r  of t h ea c t u a lc o s t s  
i ncu r redorthose  costs whichcouldbe r e a s o n a b l yanticipated i f  such 
se rv ices  hadbeenprovidedbytheoperationofjointcentralservices 
or use of f a c i l i t i e s  o r  s e r v i c e s  which couldhaveservedaseffect ive 
a l t e r n a t i v e s  or s u b s t i t u t e s  f o r  t h e  whole or  any par t  o f  such  serv ice .  
In  th i s  r e spec t ,  t he  ch ie f  execu t ive  o f f i ce r  o f  a med ica l  f ac i l i t y  w i l l  
b e  r equ i r ed  to  submi t  t o  the  S ta t e  Department of Health as an attachment 
the  f inanc ia l  e f f ec t ive  r epor tun i fo rm repor t ,  w i th  pe r iods  
beginningon or a f t e rJanua ry  1, 1977,  a na f f i d a v i td e l i n e a t i n gt h e  
med ica l  f ac i l i t y ' s  p rac t i ces  of pu r su ing  jo in t  cen t r a l  s e rv i ces  o r  l e s s  

alternatives.expensive There must be a l e t t e r  accompanying t h e  
a f f idav i t ,r e f l ec t ingthehea l thsys t emsagency ' s  acknowledgment t h a t  
they have received such aff idavi t .  
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Section86-1.21Allowablecosts. (a) To beconsideredas 

allowable in determining reimbursement rates, costs must be properly 

chargeable to necessary patient care. Exceptasotherwise provided in 

this Part,or inaccordancewithspecificdeterminationbythe 

commissioner, allowable costs shall be determined by the application 

of the principles of reimbursement developed for determining payments 

under the titleXVIII (Medicare) program. 


(b) Allowable costs may not include costs
for services that have 

not been approved the commissioner. 


(c) Allowable cost shall include a monetary value assigned to 

services provided by religious orders and for services rendered by an 

owner and operator
of a facility. 


(d) Allowablecostsmaynotincludeamountsinexcess of 

reasonable or maximum title XVIII (Medicare) costs or in excess of 

customary chargesto thegeneral public. This provision shall not apply 

to services furnished
by public providers of charge or at a nominal 

fee. 


(e) Allowable costs shall not include expenses or portions of 

expenses reported by individual facilities which are determined by the 

commissioner not to be reasonably relatedto the efficient production 

of service because of either the nature or amount of the particular 

item. 


( f ) .  Any general ceilings applied by the commissioner, as to 
allowable costs in the computation of reimbursement rates, shall be 
published ina hospital memorandum or other appropriate manner, 

(g) [Reserved] 


‘(h) Allowable costs shall not include costs which principally 

afford diversion, entertainment
or amusement to their owners, operators 
or employees. 

(i) Allowable costs shall not include any interest charged or 

penalty imposed by governmental agencies or courts, and the costs of 

policies obtained solely to insure against the imposition of such a 

penalty. 


direct
(j) Allowable costs shall not include the or indirect costs 

of advertising,publicrelationsandpromotionexceptinthose 

instanceswheretheadvertisingisspecificallyrelatedtothe 

operation of thefacilityandnotforthepurpose of attracting 

patients. 


(k) Allowable costs shall not include costsof contributions or 

other payments to political parties, candidates or organizations. 


(1) Allowable costs shall include only that portionof the dues 
paid  to any professionalassociation which has been demonstrated, to 
the satisfaction of the commissioner, to be allocable to expenditures 
other for relations, andthanpublic advertisingpolitical 
contributions. Any suchcostsshallalsobesubject to anycost 
ceilings that may be promulgated by the commissioner pursuant to 
subdivision ( f )  of this section. 
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(rn) [Reserved] 
- .­

(n) Allowable costs shall not include any element of cost, as 
determined by the commissioner, to have been created by the sale
of a 

medical facility. 


1 
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Sect ion  86-1.22 Recoveries of expense.Operat ingcostsshal l  be 
reduced by thecos tofserv ices  and a c t i v i t i e s  which a renotproper ly  
cha rgeab letopa t i en t  care. Intheeventtha t  the S t a t e  Commissioner 
ofHealthdeterminesthat it is n o tp r a c t i c a lt oe s t a b l i s ht h ec o s t s  
of suchservices  and a c t i v i t i e s ,t h e  income derivedtherefrom may be 
s u b s t i t u t e df o rc o s t s  of t hesese rv icesandac t iv i t i e s .  Examples of 
a c t i v i t i e s  and services covered by t h i s  p rov i s ion  inc lude :  

(a)drugs and supp l i e s  so ld  for use  ou t s ide  the  med ica l  f ac i l i t y ;  

(b) telephone and te legraphserv ices  for  which a charge is made; 

(c)discount  on purchases;  

( d )l i v i n gq u a r t e r sr e n t e dt o  employees; 

(e )  employee c a f e t e r i a s ;  

( f )  meals provided tospec ia lnu r ses  or p a t i e n t s ’g u e s t s ;  

(g)operat ion of p a r k i n gf a c i l i t i e sf o r  community convenience; 

(h) lease of o f f i c e  and otherspace of concessionariesproviding 
serv ices  not r e l a t ed  to  med ica l  s e rv i ce ;  

( i )  t u i t i o n s  and o t h e r  payments foreduca t iona lserv ice ,  room and 
boardand o the r  s e rv i ces  no t  d i r ec t ly  r e l a t ed  to  med ica l  s e rv i ce .  
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86-1.23 D e p r e c i a t i o n .  (a )  Repor ted  d e p r e c i a t i o n  based on h i s t o r i c a lc o s t  i s  
recogn izedas  a p r o p e re l e m e n to fc o s t .U s e f u ll i v e ss h a l lb et h eh i g h e ro ft h e  
r e p o r t e du s e f u l  l i f e  o r  t h o s eu s e f u ll i v e s  f rom t h eE s t i m a t e dU s e f u lL i v e so f  
Deprec iab leHosp i ta lAsse ts ,1983ed i t i on ,Amer i canHosp i ta lAssoc ia t i on ,  
c o n s i s t e n tw i t ht i t l e  XVIII p r o v i s i o n s .T h i sr e g u l a t i o ni se f f e c t i v e  f o r  
d e p r e c i a b l ea s s e t sp u r c h a s e do no ra f t e rJ a n u a r y  1, 1978.Copies o f  t h i s  
p u b l i c a t i o n  a r e  a v a i l a b l e  f rom theAmer icanHosp i ta lAssoc ia t ion ,840Nor thLake 
Shor tDr ive,Chicago,60611,and a copy i s  a v a i l a b l e  f o r  i n s p e c t i o n  a n d  c o p y i n g  
a t  t h e  o f f i c e s  o f  t h e  r e c o r d s  a c c e s s  o f f i c e r  o f  theDepar tment  o f  Hea l th ,Corn ing  
Tower,Empire S t a t e  Plaza,Albany,12237. 

( b )I nt h ec o m p u t a t i o no fr a t e se f f e c t i v eJ a n u a r y  1, 1975 f o rv o l u n t a r y  
f a c i l i t i e s ,  d e p r e c i a t i o n  s h a l l  b e  i n c l u d e d  on a s t r a i g h t - l i n em e t h o d  on p l a n t  and 
nonmovableequipment.Depreciat iononmovableequipment may becomputedon a 
s t r a i g h t  l i n e  method o r  a c c e l e r a t e d  u n d e r  a d o u b l e  d e c l i n i n g  b a l a n c e  o r  
sum-of-the-years' d i g i t  method.Deprec ia t ionsha l lbefundedun lessthe  
Commissioner o fH e a l t hs h a l lh a v ed e t e r m i n e d ,u p o na p p l i c a t i o n  by t h e  f a c i l i t y ,  
and a f t e r  i n v i t i n g  w r i t t e n  comments f r o mi n t e r e s t e dp a r t i e s ,t h a tt h er e q u e s t e d  
w a i v e r  o f  t h e  r e q u i r e m e n t s  f o r  f u n d i n g  i s  a m a t t e r  o f  p u b l i c  i n t e r e s t  a n d  
necessity. Ef fec t ive  with the f i sca l  year starting on o r  After January  1, 1981 
i n  i n s t a n c e s  w h e r e  f u n d i n g  i s  r e q u i r e d  ( t h a t  b e i n g  t h e  t r a n s f e r  o f  m o n i e s  t o  t h e  
f u n d e da c c o u n t s ) ,d e p r e c i a t i o no nm a j o rm o v a b l ee q u i p m e n ts h a l lb ef u n d e di nt h e  
yearrevenue i s  r e c e i v e d  f r o m  t h e  r e i m b u r s e m e n t  o f  e a c h  e x p e n s e  a n d  i n  t h e  a m o u n t  
i n c l u d e di nr e i m b u r s e m e n tf o rt h a ty e a r .I ni n s t a n c e sw h e r ef u n d i n gi sr e q u i r e d ,  
suchfund may b e  u s e d  o n l y  f o r  c a p i t a l  e x p e n d i t u r e s  w i th  a p p r o v a l  a s  r e q u i r e d  f o r .  
t h ea m o r t i z a t i o n  o f  cap i ta li ndeb tedness .Fund ing  f o r  p l a n ta n df i x e de q u i p m e n t  
s h a l l  mean t h a t  t h e  t r a n s f e r  o f  m o n i e s  t o  t h e  f u n d e d  a c c o u n t s  s h a l l  o c c u r  by t h e  
end o f  t h e  f i s c a l  p e r i o d  i n  w h i c h  t h e  d e p r e c i a t i o n  i s  r e c o r d e d .  B o a r d - d e s i g n a t e d  
f u n d s  a n d  t h e  a c c r u a l  o f  l i a b i l i t i e s  t o  t h e  f u n d e d  d e p r e c i a t i o n  a c c o u n t s  d u e  
t o / f r o ma c c o u n t s )s h a l ln o tb er e c o g n i z e da sf u n d i n go fd e p r e c i a t i o n .D e p o s i t s  
t ot h ef u n d e dd e p r e c i a t i o na c c o u n t sm u s tr e m a i ni ns u c ha c c o u n t s[ f o rs i xm o n t h s  
o r  more] t o  b ec o n s i d e r e da sv a l i df u n d i n gt r a n s a c t i o n su n l e s se x p e n d e df o rt h e  
purposes f o r  wh ich  i t  was funded. 

( c )I nt h ec o m p u t a t i o no fr a t e se f f e c t i v eJ a n u a r y  1, 1975 f o rp u b l i c  
f a c i l i t i e s ,  d e p r e c i a t i o n  i s  t o  b e  i n c l u d e d  on a s t r a i g h t - l i n e  m e t h o d  o n  p l a n t  a n d  
nonmovableequipment.Depreciat iononmovableequipment may becomputedon a 
s t r a i g h t - l i n e  m e t h o d  o r  a c c e l e r a t e d  u n d e r  a d o u b l e  d e c l i n i n g  b a l a n c e  o r  
sum-of - the-years 'd ig i tsmethod.  

I d )  I nt h ec o m p u t a t i o n  o f  r e i m b u r s e m e n tr a t e sf o rp r o p r i e t a r yf a c i l i t i e s ,  
d e p r e c i a t i o n  i s  t o  becomputedon a s t r a i g h t - l i n e  b a s i s  on p lantandnonmovable 
equipment .Deprec iat iononmovableequipment  may becomputedon a s t r a i g h t - l i n e  
method o r  a c c e l e r a t e d  under  a d o u b l e  d e c l i n i n g  b a l a n c e  o r  s u m - o f - t h e - y e a r s '  d i g i t s  
method. 

OCT 18 
TN 42-36 Approval Date-, 
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( e )M e d i c a lf a c i l i t i e sf i n a n c e d  by m o r t g a g el o a n sp u r s u a n tt ot h eN u r s i n g  Home 
Companies Law o r  t h e  H o s p i t a l  M o r t g a g e  L o a n  C o n s t r u c t i o n  Law s h a l l  c o n f o r m  t o  t h e  
r e q u i r e m e n t so ft h i sS u b p a r t .I nl i e uo fd e p r e c i a t i o na n di n t e r e s t ,o nt h el o a n  
f i n a n c e dp o r t i o no ft h ef a c i l i t i e s ,t h eS t a t eC o m m i s s i o n e ro fH e a l t hs h a l la l l o w  
l e v e ld e b ts e r v i c eo nt h em o r t g a g el o a n ,f o ra l ll o a n sa p p r o v e df o rf i n a n c i n g  
p r i o r  t o  J a n u a r y  i ,  i990, t o g e t h e r  w i t h  s u c h  r e q u i r e d  f i x e d  c h a r g e s ,  sinking funds 
andreserves as. may bedetermined by theCommiss ionerasnecessarytoassure 
repayment o f  m o r t g a g ei n d e b t e d n e s s .F o rl o a n sa p p r o v e df o rf i n a n c i n go no ra f t e r  
January 1, 1990, m e d i c a lf a c i l i t i e ss h a l lr e c e i v er e i m b u r s e m e n ti nt h ef o r mo f  
i n t e r e s t  a n d  d e p r e c i a t i o n  i n  a c c o r d a n c e  w i th  t h er e m a i n d e ro ft h i sS u b p a r t .  

OCT 18 1993
TN 2-36 Approval Date,- .*yp 
Supersedes TN 40-6 Effective datejul '1:'. 
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Section 86-1.24 Interest. (a) Necessary interest on both 


current and capital indebtedness is an allowable cost for all medical 


facilities 


(b) To be considered as an allowable cost, interest shall 

be incurred t o  satisfy a financial need, and at arate not in excess of what 

a prudent borrower would have had to payin the money market at the time the 

loan was made. Also, the interest shall be paid to a lender not related 

through control, ownership, affiliation or personal relationship to the 

borrower, except in instances where the prior approval o f  the Commissioner 

o f  Health has been obtained. Financial need for capital indebtedness 
relating to a specified project shall exist when all available restricted 

funds designated for capital acquisition of that type have been considered 

for equity purposes. 

( c )  Interest expense shall be reduced by investment income 
4 
- -1 I with the exception of income from funded depreciation, qualified pension 

2 p = l  

3 - 7 ’  

r2 I 

funds, trusteed malpractice insurance funds, or in instances where income 
-
L*

IZ 9 from gifts or grants is restricted by donors. Interest on funds borrowed 


..	.-I 

a 

..; :* from a donor restricted fund or funded depreciation is an allowable expense. 

c- .-LZ 

:- - - I  


s2- ..L Investment income shall bedefined as the net amount realized from 

le..- .’.:> i-. 

cz .. -. 

s-. .( 

, -1 dividends, interest, rental income, interest earned on temporary investment 

I of withholding taxes, aswell as all gains and losses. If the aggregate net 

I r v ) i  

;ai I \ I amount realized is a loss .  the loss shall not be allowable. Rate year
h i  

1 4 investment income shall reduce rate year interest expense allowed for 
a i I?! 

-2­
;-- reimbursement as follows: 


Ii, for all medical facilities. investment income shall 
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(ii) any remaining amount o f  investment income, after 

application o f  paragraph (i). shall be used t o  reduce capital interest 

expense reimbursed that year for medical facilities; and 

(ii i )  any remaining amount of investment income after 


application of paragraph (ii)shall n o t  be considered i n  the determination 
of a1lowable costs. 

(d) Interest on current indebtedness shall be treated and 


reported as an operating, administrative expense. 


(e) Interest on capital indebtedness is an allowable cost 


if the debt generating the interest is
approved by the commissioner, incurred 


for authorized purposes, and the principalof the debt doesnot exceed either' 


a he approval of the commissioner or the cost of the authorized purposes.
9 
OD capital indebtedness shall mean all debt ob1obligations of a facility that are::I;/u 

0 

ccs ( 1 )  evidenced by a mortgage note or bond and secured by a 

1: L3 mortgage on the land, building or nonmovable equipment; a note payable6' 

i..,

-" 2 secured by the nonmovable equipment o f  a facility; a capital lease;a _I_

L --.
5. <J 
t:.- .:.;> 
."tG 

h i - *,z (2) incurred for the purpose of financing the acquisition, 

f 
! )I j 

construction or renovation of land, building or nonmovable equipment; 

( 3 )  found by the commissioner to be reasonable, necessary 
I­, c - 9  and in thepublicinterestwith respect to the facility. Interest related 

to refinancing indebtedness shall be considered an allowable cost only to 



debt 
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the extent that it i s  payable with respect to an amount equal to the unpaid 

principal of the indebtedness then being refinanced. However, interest 


incurred on refinanced debt i n  excess of the previously unpaid balance of 


the refinanced indebtedness will be allowablele on acceptance demonstration 


to the Commissioner of Health that such ref 
refinancinging will result i n  a debt 


service savings over the life of the indebtedness; or 


(4) incurred for the purpose of advance refunding of debt. 


[Losses] Gains and losses resulting from the advanced refunding ofshall 


be treated and reported asa deferred charge or asset. This deferred charge 


or asset 1 s  to be amortized on a straight-line basis over the period t o  the 
scheduled maturity date of the refunding debt. 
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Where a p u b l i cf i n a n c ea u t h o r i t yh a se s t a b l i s h e d  a 

m o r t g a g er a t eo fi n t e r e s ts u c ht h a ts u f f i c i e n tc a s hf l o w se x i s tt or e t i r e  

t h em o r t g a g ep r i o rt ot h es t a t e dm a t u r i t y ,t h e  amount o ft h em o r t g a g e  t o  be 

f o r g i v e n ,  a t  t h e  t i m e  o f  s u c h  f o r g i v e n e s s ,  s h a l l  b e  c a p i t a l i z e d  a s  a d e f e r r e d  

assetandamor t i zedovertheremain ing  mortagage life,as a reduction to  the 

f a c i l i t y ’ s  c a p i t a l  expense. 

( q )  V o l u n t a r y  f a c i l i t i e s  s h a l l  r e p o r t  m o r t g a g e  ob1obligations 

f i n a n c e d  by p u b l i c  f i n a n c e  a u t h o r i t i e s  f o r  t h e i r  b e n e f i t  a n d  w h i c h  t h e y  a r e  

r e s p o n s i b l e  t o  repay ,  as l i a b i l i t i e s  i n  thegenera lfund,  when suchmortgage 

o b l i g a t i o n sa r ei n c u r r e d .  


